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the fiscal year endin 'n the, revious calendar year. The state or its designee uses the 
latest available& t u #  cos report in the absence of the Medicare cost report submitted.k 

in the fiscal year ending in the previous calendar year. To determine the cost-to-charge 
ratio (inpatient and outpatient) for each hospital, the state or its designee uses the total 
cost from Worksheet B, Part I, Column 25 and total charges from Worksheet C Part I, 
Column 6. The ratiois the total cost divided by the total gross patient charges. 

(2) The state or its designee determines the cost of services to patients who have no 
health insurance or source of third party payments for services provided during the fiscal 
year for each hospital. Hospitals are surveyed each year to determine charges that can 
be attributed to patients without insurance or other third party resources. The charges 
from reporting hospitals are multiplied by each hospital's cost-to-charge ratio (inpatient 
and outpatient) to determine the cost. 

Hospitals that do not respond to the-survey, or that are unableto determine accurately the 
charges attributed to patients without insurance, shall have their bad debt charges as 
definedin (b)(l6), andtheircharitychargesasdefined in (b)(20),reducedbya 
percentage derived from a representative sample of hospitals to be determined annually 
bythestateoritsdesignee.Thestatederivesthepercentagesusingthefollowing 
formula; for each specific category of hospitals listedin (g)(2)(A), the state sums the total 
amount of charges for patients without health insurance or other third party payments. 
For each specific category of hospitals listed in (g)(2)(A), the state sums the charity and 
bad debt charges. For each specific category of hospitals listed in. (g)(2)(A), the state 
thendividesthechargesforpatientswithouthealthinsuranceorotherthirdparty 
payments by the sumof charity and bad debt charges. The state then uses the resulting 
ratio for each specific category of hospitals listed in (g)(2)(A) in the following manner. 
Individual hospitals that do not respond to the survey, or that are unable to accurately 
determinethechargesattributedtopatientswithoutinsurancehavetheirhospital's 
individual sum of baddebt and charity charges multiplied by the appropriate ratio for the 
specifichospitalcategory.Afterthestatehascalculatedavalueforthechargesfor 
patientswithouthealthinsuranceorothersourceofthirdpartypaymentforeach 
individual hospital, the state multiplies each hospital's calculated value by that hospital's 
cost-to-chargeratio(inpatientandoutpatient)toobtain the proxycostofservices 
delivered to uninsured patients at each hospital. 

(A)Therepresentativesampleofhospitals is oneofthefollowingspecific 
categories of hospitals: urban public, other urban, rural, state operated psychiatric and 
non-state psychiatric. In the event thatless than 20 percent of the hospitals in a specific 
category provide data to the department, the state or its designee uses the overall ratio 
calculatedforallrespondinghospitals.Thestate or its designeecreatesadditional 
categories,bysubmittingastateplanamendment,as it deemsappropriateforthe 
economic and efficient operationof the Medicaid disproportionate share hospital program. 

(B) Afterthestateoritsdesigneedetermineseachdisproportionateshare 
hospital's costof services to patients who have no health insurance or source of third 
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partypaymentsforservicesprovidedduring the year,thestatesubtractsfromeach 

hospital's cost of services the amount of payments made by or on behalf of those patients 

who have no health insurance or source of third party payments for services provided 

during the year. 


(h) The state orits designee trends each hospital's "hospital specific limit" calculated from 

its historical base period cost report from (9) of this state plan to the state's fiscal year 

disproportionateshareprogram. For hospitalswithoutfull12-monthfiscalyearcost 

reports, the state or its designee annualizes the cost to calculate the hospital specific limit. 

Thestateoritsdesigneeusestheinflationupdatefactor,asdefined in (b)(l7),in 

calculating the adjusted hospital specific limit. The state or its designee calculates the 

number of months from the mid-point of the hospital's cost reporting period to the mid

point of the state fiscal year disproportionate share program. The state or its designee 

then multiplies the portion of the hospital's cost report year occurring in the state fiscal 

year by the inflation update factor used for each state fiscal year in the calculation of 

hospital reimbursement rates for each state fiscal year. The product of these calculations 

is multiplied by each hospital's hospital specific limit to obtain each hospital's adjusted 

hospital specific limit. 


(i) The state or its designee compares the projected payment for each disproportionate 

share hospital, as determined by (e)-and (f), with its adjusted hospital specific limit, as 

determined by (9) and (h). If thehospital's projected payment is greater than its adjusted 

hospitalspecificlimit, the state or itsdesigneereducesthehospital'spaymenttoits 

adjusted hospital specific limit. 


(j) If therearedisproportionatesharehospitalfundsleftintheavailablefundforthe 

remaininghospitals,becausesomehospitalshavehadtheirdisproportionateshare 

hospital payments reduced to their adjusted hospital specific limits, the state distributes 

theexcessfundsaccording to theprovisions inthissection.Forhospitalswhose 

projected disproportionate share hospital payments are less than their adjusted hospital 

specific limits, the state
or its designee does the following: 

( I )  calculatethedifferencebetweenitsadjustedhospitalspecificlimitandits 
projected disproportionate share hospital payment; 

(2) add all of the differences from );(j)(l 
(3)calculate a ratio for each hospital by dividing the difference from@(I)by thesum 

for (j)(2); and 
(4) multiply the ratio from(j)(3)by the remaining available fund. 

Available Adjusted 
Payment Share 

ProjectedRemaining 
*
Hospital's Limit 

Disproportionate 
- Hospital's Fund 

Total 
I 
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Only those hospitals that are below their adjusted hospital specific limits are eligible to 
participate in this distribution. The disproportionate share hospital funds remaining in the 
available fund are distributed to the hospitals that have not already reached their adjusted 
hospitalspecificlimits.Eachhospital'stotaldisproportionatesharepayment(including 
the redistributionof excess funds) cannot exceedits adjusted hospital specific limit. 



Disproportionate Share Program 
for State-Owned Teaching Hospitals 

Page I 1  

(a) Effective December 12, 1990, a hospital owned and operated by a state university or 
other agency of the state is eligible for disproportionate share reimbursement. A state
owned teaching hospital is a hospital owned and operated by a state university or other 
agency of the state. 

(b) Each hospital must have a Medicaid inpatient utilization rate as definedin §1923(b)(2), 
at a minimum, of one percent in accordance with §§1923(d)(3) and 1923(e)(2)(C) of the 
Social Security Act. 

(c) To qualify for disproportionate share payments, each hospital must haveat leasttwo 

physicians (M.D. or D.O.), with staff privilegesat the hospital, who have agreedto provide 

nonemergencyobstetricalservicestoMedicaidclients.Thetwo-physicianrequirement 

does not apply to hospitals whose inpatients are predominantly under 18 years old or that 

did not offer nonemergency obstetrical services of December
to the general population as 
22, 1987. 

(d) For purposes of this state plan: 

(1) Total Medicaid inpatient days means the total number of Title XIX inpatient days 
basedonthelatestavailablestatefiscalyeardataforpatientseligible forTitle XIX 
benefits. The term excludes days for patients who are covered for services which are fully 
or partially reimbursable by Medicare. The term includes Medicaid-eligible days of care 
billed to managed care organizations. Total Medicaid inpatient days includes days that 
weredeniedpaymentforreasonsotherthaneligibility.Includedareinpatientdaysof 
careprovidedtopatientseligibleforMedicaidatthetimetheservicewasprovided, 
regardlessofwhethertheclaimwasfiled or paid.Examplesofthesedeniedclaims 
include,butarenotlimitedto,claimsforpatientswhosespellofillnesslimitsare 
exhausted, or claims that were filed late. The term excludes days attributableto Medicaid 
patients between the ages of 21 and 65 who live in an institution for mental diseases. 
The term includes days attributable to individuals eligible for Medicaidin other states. 

(2) Total inpatient census days means the total number of a hospital's inpatient 
census days during its fiscal year endingin the previous calendar year. 

(3) Cost of services to uninsured patients are the inpatient and outpatient charges 
topatients who havenohealthinsurance orothersourceofthirdpattypaymentfor 
services provided during the year, multiplied by the hospital's ratio of costs to charges 
(inpatient and outpatient), less the amount of payments made by or on behalf of those 
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patients. Uninsured patients are patients who have no health insurance or other source 
of third party payments for services provided during the year. Uninsured patients include 
those patients who do not possess health insurance that would applyto the service for 
which the individual sought treatment. Cost of services does not include any bad debt 
charges. 

(4) Hospitalspecificlimitisthesum of thefollowing two measurements:(a) 
Medicaid shortfall; and (b) cost of services to uninsured patients. 

(5)  Medicaid shortfall is the cost of services (inpatient and outpatient) furnished to 
Medicaidpatients,lesstheamountpaidunderthenondisproportionatesharehospital 
payment method under this state plan. 

(6) Cost-to-charge ratio (inpatient anflay& ient) is the hospital's overall cost-to
charge ratio, as determined from its -ktdcmecosB report submitted for the fiscal year * 
ending in the previous calendar year. The latest available Medicare cost reportis used in 
the absence of the cost report for the hospital's fiscal year endingin theprevious calendar 
year. 

(7) Adjusted hospital specific limit is a hospital specific limit trended forward to 
account forthe inflation update factor since the base year. 

(8) Inflation update factor is ageneralincrease in pricesasdeterminedbythe 
state. For additional information concerning the inflation update factor, see §(n)(2), page 
8 of the Methods and Standards for Establishing Payment Rates-Inpatient Services, of 
this state plan. 

(9) Medicaid inpatient utilization rateis the rate definedin §1923(b)(2) of the Social 
Security Act. 

(10) Paymentsreceivedfromuninsuredpatientsarethosepaymentsreceived 
from or on behalf of uninsured patients as definedin (d)(3). 

(1 1) Charity charges are the total amount of hospital charges for inpatient and 
outpatient services attributedto charity care in a cost reporting period, as reported on the 
state teaching hospitals' annual financial reports, for use only in the calculation of the 
disproportionate share hospital payment under section 1923(e). 

(12)Allowablecostisdefinedbythestateusingthesamemethodsand 
procedures that are reflectedin both the inpatient and outpatient sections of the currently 
approved state plan. 

(13) Available fund for state teaching hospitals is the total amount of funds that 
may be reimbursed to the state teaching hospitals as determined below. 

(e)Thesinglestateagencyreimbursesstate-ownedteachinghospitals on amonthly 
basis from the available fund for state teaching hospitals. Monthly payments equal one
twelfth of annual payments unlessit is necessaryto adjust the amount because payments 
are not madefor a full 12-month period,to comply with the annual state disproportionate 
share hospital allotment, or to comply with other state or federal disproportionate share 
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Prior to the start of the next federal fiscal year, the single state agency determines the 
size of the fund to reimburse state-owned teaching hospitals for the next federal fiscal 
year. The available fundto reimburse the state teaching hospitals equals the total of their 
disproportionate share hospital payments, as determined below: 

( I )  A state teaching hospital will receive a monthly disproportionate share payment 
based on the following formula: 

I 
Monthly Charges Teaching Hospitals FundTotal Charily of All State-Owned 

(2) Under the requirements of section 1923(g),if the adjusted hospital specific limit 
for a state teaching hospital is less than the formula above,a state teaching hospital will 
receive 100 percentof its adjustedhospitalspecific limit, insteadoftheamount 
determined under(1) above. 
(9 The designee the specific forstate or its determineshospital limiteach 
disproportionate share hospital. This limit is the sum of a hospital's Medicaid shortfall, as 
definedin(d)(5),anditscostofservicestouninsuredpatientsasdefined in (d)(3), 
multiplied by the appropriate inflation update factor, as providedin (9). 

(1) The Medicaid shortfall includes total Medicaid billed charges and any Medicaid 
paymentsmadefor the correspondinginpatientandoutpatientservicesdeliveredto 
TexasMedicaidclients,asdeterminedfromthehospital'sfiscalyearclaimsdata, 
regardless of whether the claim was paid. Examplesof these denied claims include, but 
are not limited to, patients whose spell of illness claims were exhausted, or payments 
were denied due to late filing. (See definition of "Medicaid shortfall.) 

The total billed Medicaid charges for each hospital are converted to cost, utilizing a 
calculated designeeits stateor 

using the hospital's that was fordetermines submitted * thefiscalyearendin ' lhe,reviouscalendaryear.Thestate wJ$ & designeeusesthe 
A +latest available ' I cos report in the absence of cos{#eport submitted 

in the fiscal year ending in the previous calendar year. To determine the cost-to-charge 
ratio (inpatient and outpatient) for each hospital, the state orits designee uses the total 
cost from Worksheet B, Part I,Column 25 and total charges from Worksheet C, Part I, 
Column 6. The ratio is the total cost divided by the total gross patient charges. 

(2) The state or its designee determines the cost of servicesto patients who have 
no health insurance or source of third party payments for services provided during the 
year for each hospital. Hospitals are surveyed each year to determine charges that can 
be attributed to patients without insurance or other third party resources. The charges are 
multiplied by each hospital's cost-to-charge ratio (inpatient and outpatient) to determine 
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the cost. 
After the state or its designee determines each disproportionate share hospital's 

cost of servicestopatientswhohavenohealthinsurance or source of thirdparty 
payments for services provided during the year, the state subtracts from each hospital's 
cost of services the amount of payments made by or on behalf of those patients who 
have no health insurance or source of third party paymentsfor services provided during 
the year. 

(g) The state or its designee trends each hospital's "hospital specific limit" calculated from 

its historical base period cost report from (9 of this state plan to the state's fiscal year 

disproportionateshareprogram.Forhospitalswithout full 12-monthfiscalyearcost 

reports, the stateor its designee annualizes the cost to calculate the hospital specific limit. 

Thestateoritsdesigneeusestheinflationupdatefactor,asdefined in (d)(8), in 

calculating the adjusted hospital specific limit. The state or its designee calculates the 

number of months from the mid-point of the hospital's cost reporting period to the mid

point of the state fiscal year disproportionate share program. The state or its designee 

then multiplies the portion of the hospital's cost report year occurring in the state fiscal 

year by the inflation update factor used for each state fiscal year in the calculation of 

hospital reimbursement rates for each state fiscal year.
The productof these calculations 
is multiplied by each hospital's hospital specific limit to obtain each hospital's adjusted 
hospital specific limit. 
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1 Centers for Medicare& Medicaid Setvices 

Calvin G Cline 
Associate RegionalAdministtator, Medicaidand State Operationst" 1301 Young Street, Room 827 

Dallas,Texas 75202 
Phone (214) 7674301 

Fax (214) 7674270 

October 3 1,2001 

Our reference: SPA-TX-01- 1  o 

Ms. Linda K. Wertz, State Medicaid Director 

Texas Health and Human Services Commission 

Post Office Box 13247 

Austin, TX 7871 1 


Dear Ms. Wertz: 

We have reviewed the proposed (TN)a m e n d m e n t  to your Medicaid State plan submitted under transmittal no. 
0 1-10, including the pen and ink changes requested on October 2, 2001. Effective September 1, 2001, this 
amendmentestablishesanadditionalcriterionthathospitalsmayusetoqualifyfordisproportionate share 
hospital (DSH) payments. Hospitals with at least 75% of one standard deviation above the mean Medicaid 
inpatient days for all hospitals and located forin urban counties withpopulations of 250,000 or less will qualify 
DSH payments. 

We conductedour review of your submittal according to the statutory requirements at sections 1902(a)( 13)(A), 
1902(a)(30), and 1923 of the Social Security Act and the implementing federal regulations at 42 CFR 447 
Subpart C. We have approved the amendment for incorporation into the official Texas State plan effective on 
September 1,2001. We have enclosed a copy of HCFA- 179, transmittal no.01-10,dated October 31,2001, and 
the amended plan pages. 

If you have any questions, please call Billy Bob Farrell at (214) 767-6449. 

Sincerely, 


Calvin G. Cline 

Associate Regional Administrator 

Division of Medicaid and State Operations 


Enclosures 

cc: Weisman, CMSO, PCPGElliot 
Commerce Clearing House 


